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[No.  75-118] 

FEDERAL  SAVINGS  AND  LOAN  SYSTEM 

Proposed  Amendments  Relating  to  Interest 
Rate  Adjustments 

February  6,  1975. 

The  following  summary  of  the  amend¬ 
ments  proposed  by  this  Resolution  is  in¬ 
cluded  for  the  reader’s  convenience  and 
is  subject  to  the  full  description  in  the 
preamble  as  well  as  the  specific  provi¬ 
sions  in  the  regulations. 

I.  Present  regulation  for  Federal  asso¬ 
ciations. 

A.  Mortgage  interest  rates  can  be  ad¬ 
justed  only  by  changing  the  length  of  the 
loan  term. 

B.  The  maximum  loan  term  is  30  years, 
n.  Proposed  regulation  for  Federal 

associations. 

A.  Mortgage  interest  rates  could  be  ad¬ 
justed  by  changing  the  amount  of  month¬ 
ly  payments,  by  changing  the  length  of 
the  loan  term,  or  by  a  combination  there¬ 
of.  However,  the  loan  term  may  not  be 
decreased  to  less  than  the  original  loan 
term  unless  the  borrower  agrees. 

B.  The  term  of  a  loan  having  an  ad¬ 
justable  interest  rate  could  be  extended 
to  35  years. 

C.  Increases  would  be  optional  and  de¬ 
creases  would  be  required. 

D.  The  overall  contract  rate  increase 
could  not  exceed  2.50  percent  and  the 
rate  of  increase  could  not  exceed  an 
average  rate  of  increase  of  0.50  percent 
every  six  months. 

E.  The  contract  rate  need  not  be  de¬ 
creased  more  than  an  average  rate  of 
0.50  percent  every  six  months. 

F.  Changes  could  not  be  made  more 
often  than  every  six  months. 

G.  Forty-five  days  advance  notice  of 
any  increase  would  be  required. 

H.  Borrowers  could  prepay  without 
penalty  whenever  the  contract  rate  ex¬ 
ceeds  the  initial  contract  rate. 

I.  Board  approved  index  would  be  the 
standard  for  interest  rate  changes. 

J.  Advance  disclosure  of  contract  pro¬ 
visions  would  be  required. 

m.  Reasons  for  proposed  changes. 

A.  To  provide  a  larger  and  more  stable 
flow  of  funds  for  home  mortgage  lending. 

B.  To  enable  associations  to  pay  more 
competitive  rates  of  return  on  savings 
accounts. 

C.  To  reduce  the  extent  to  which  sav¬ 
ers  and  new  borrowers  in  effect  subsidize 
the  lower  rates  paid  by  existing  borrow¬ 
ers. 

IV.  Effects. 

A.  The  proposed  amendments  would 
apply  to  all  loans  having  an  interest  rate 
adjustment  provision  closed  on  and  after 
the  effective  date  of  the  amendments  in¬ 
cluding  loans  made  pursuant  to  commit¬ 
ments  entered  into  before  such  date. 

B.  The  proposed  amendments  would 
not  affect  loans  closed  after  the  effective 
date  of  the  amendments  which  have 
fixed  rates  of  interest. 

C.  The  proposed  amendments  would 
not  affect  existing  mortgage  contracts. 


The  Federal  Home  Loan  Bank  Board 
considers  it  desirable  to  propose  amend¬ 
ments  to  Parts  541  and  545  of  the  rules 
and  regulations  for  the  Federal  Savings 
and  Loan  System  (12  CFR  Parts  541  and 
545)  in  order  to  authorize  and  regulate 
the  manner  in  which  Federal  savings 
and  loan  associations  may  adjust  the  in¬ 
terest  rates  on  loans  secured  by  improved 
real  estate.  Accordingly,  the  Board  here¬ 
by  proposes  to  amend  said  parts  541  and 
545  as  set  forth  below. 

It  is  the  Board’s  position  that  permit¬ 
ting  savings  and  loan  associations  to  ad¬ 
just  interest  rates  on  home  mortgage 
loans  would  benefit  both  borrowers  and 
savers.  Borrowers  would  be  benefited  be¬ 
cause  the  flow  of  funds  into  home  mort¬ 
gage  lending  should  become  larger  and 
more  stable.  Further,  sharp  interest  rate 
increases  for  new  borrowers  during  pe¬ 
riods  of  tight  money  could  be  reduced 
which  would  lessen  the  extent  to  which 
new  borrowers,  in  effect,  subsidize  the 
lower  rates  of  existing  borrowers.  The 
continuing  availability  of  mortgage  funds 
would  facilitate  the  resale  of  existing 
housing  and  aid  in  insuring  a  steady  vol¬ 
ume  of  activity  in  real  estate  markets. 
Savers  and  potential  savers  would  be 
benefited  by  the  ability  of  associations 
to  pay  competitive  rates  of  return  on  sav¬ 
ings  accounts. 

A  savings  and  loan  association  typical¬ 
ly  makes  most  of  its  loans  to  home  buy¬ 
ers.  About  90  percent  of  an  association’s 
Income  is  normally  derived  from  the  in¬ 
terest  on  its  leans  to  borrowing  cus¬ 
tomers.  Correspondingly,  the  association 
obtains  the  money  with  which  to  make 
home  mortgage  loans  primarily  from 
deposits  by  savers.  The  interest  which 
the  association  must  pay  to  these 
people  on  their  savings  represents  the 
association’s  basic  cost  of  money.  The 
difference  between  the  borrowers’  in¬ 
terest  payments  and  the  interest  paid 
to  savers  must  at  least  meet  the 
association’s  other  operating  expenses 
and  required  reserve  allocations.  Other¬ 
wise  the  association  would  operate 
at  a  loss.  If  its  losses  were  large  enough 
and  lasted  long  enough,  the  association 
would  fall  and  accountholders,  prospec¬ 
tive  borrowers,  the  housing  markets  and 
the  public  generally  would  suffer.  Hence, 
it  is  critical  that  an  association’s  inter¬ 
est  income  over  time  always  at  least 
equal  the  association’s  average  cost  of 
money  paid  to  savers  plus  its  other  oper¬ 
ating  expenses.  Moreover,  to  remain  a 
viable  entity  it  is  necessary  that  it  main¬ 
tain  a  reasonable  margin  between  its  in¬ 
terest  income  and  its  average  cost  of 
money  and  other  operating  expenses. 

Most  loans  made  by  associations  are 
long-term,  frequently  as  long  as  30  years. 
This  is  necessary  if  the  monthly  mort¬ 
gage  payments  are  to  be  within  a  borrow¬ 
er’s  income  limits.  However,  the  savings 
accounts  of  depositors  have  relatively 
short  maturities.  Thus,  this  creates  an 
imbalance  with  the  association  in  effect 
“lending  long  and  borrowing  short.” 
There  is  a  further  imbalance  since  an 
association’s  income  is  relatively  fixed 
and  its  cost  of  money  is  variable.  This 
occurs  for  essentially  two  reasons:  first 
the  rate  of  interest  on  most  loans  is  fixed 


for  the  entire  term  of  the  loan;  and  sec- 
mad,  the  rate  of  interest  on  savings  ac¬ 
counts  must  vary  much  more  frequently 
in  response  to  changes  in  the  rates  of 
interest  on  market  instruments  that  com¬ 
pete  with  savings  accounts  for  the  savings 
dollar.  Thrift  institutions  are  limited  in 
increasing  savings  rates  by  the  income 
produced  on  mortgages. 

,  However,  if  the  difference  between  the 
rates  of  interest  that  can  be  paid  on 
savings  accounts  and  market  instruments 
becomes  too  great,  as  once  again  has  been 
the  case  in  recent  months,  “disinter¬ 
mediation”  occurs.  This  means  that 
people  take  their  money  out  of  savings 
accounts  and  put  it  into  higher  yielding 
investments,  or  do  not  put  it  into  savings 
accounts  in  the  first  place. 

When  disintermediation  occurs,  home- 
buyers  are  seriously  harmed  in  three 
basic  ways.  First,  individuals  wishing  to 
purchase  homes  may  be  unable  to  obtain 
mortgage  loans  because  associations  do 
not  have  the  money  with  which  to  make 
the  loans.  Second,  to  the  extent  that  the 
association  may  have  mortgage  money 
available,  it  will  be  able  to  make  only 
smaller  loans  .and  down  payment  re¬ 
quirements  will  be  correspondingly 
higher.  Third,  in  order  to  attract  or  even 
retain  savings  account  funds  to  be  used 
for  mortgage  loans,  the  association  must 
pay  a  higher  rate  of  return  on  those 
funds,  which  results  in  substantially 
higher  rates  to  new  mortgage  borrowers. 

The  lack  of  availability  of  housing 
funds  or  the  restricted  availability  of 
housing  funds  and  the  Increased  cost  of 
those  funds  cause  other  problems.  The 
increased  cost  reduces  the  number  of 
people  that  are  able  to  afford  a  home. 
The  increase  in  mortgage  loan  rates  Is 
especially  sharp  and  applies  exclusively 
to  new  mortgage  loans  because  an  asso¬ 
ciation  can  use  the  higher  interest  rate 
only  on  the  new  loans  to  bring  the  aver¬ 
age  return  on  its  entire  mortgage  port¬ 
folio  into  line  with  its  new  average  cost 
of  money  on  all  of  its  savings  accounts. 
In  effect,  persons  who  obtain  mortgage 
loans  at  higher  interest  rate  levels  are 
subsidizing  persons  who  previously  ob¬ 
tained  low  Interest  rate  mortgages.  The 
ability  of  existing  homeowners  to  readily 
sell  their  houses  is  reduced,  and  the  lack 
of  activity  in  the  housing  markets  ad¬ 
versely  affects  the  income  of  builders, 
realtors,  construction  workers,  and  many 
other  working  Americans. 

One  method  of  helping  to  reduce  the 
undesirable  effects  of  disintermediation 
is  to  permit  associations  to  make  mort¬ 
gage  loans  having  adjustable  rates  of 
interest.  The  use  of  adjustable  rate  mort¬ 
gages  in  time  would  enable  associations 
to  pay  their  savers  rates  of  return  which 
are  more  competitive  with  the  interest 
rates  available  on  market  instruments. 
Further,  small  savers  who  may  not  be 
able  to  purchase  higher  yielding  market 
instruments  will  share  in  these  higher 
rates  of  return. 

Hie  interest  rates  on  mortgage  loans 
with  adjustable  rates  would  generally 
change  in  the  same  manner  and  at  ap¬ 
proximately  the  same  time  that  changes 
occur  in  interest  rates  on  market  instru¬ 
ments  and  savings  accounts.  If  an  associ- 
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ation  has  been  making  adjustable  rate 
mortgages  and  market  interest  rates  in¬ 
crease,  the  association  would  be  able  to 
offer  its  new  borrowers  mortgages  at 
lower  rates  of  Interest  than  if  the  associ¬ 
ation’s  home  mortgage  portfolio  was 
composed  solely  of  loans  having  fixed 
interest  rates.  It  would  also  be  able  to 
pay  its  savers  rates  more  closely  related 
to  competitive  market  instruments.  This 
would  be  possible  because  associations’ 
income  would  be  more  nearly  consonant 
with  their  costs  and  they  would  therefore 
not  have  to  pass  on  the  entire  cost  of 
higher  savings  account  rates  to  their  new 
borrowers.  The  use  by  associations  of 
mortgage  loans  having  adjustable  rates 
of  interest  would  thus  significantly  re¬ 
duce  the  extent  to  which  new  borrowers 
and  savers  in  effect  subsidize  existing 
borrowers.  Because  the  use  of  adjustable 
rate  mortgages  would  help  lessen  disin¬ 
termediation,  a  greater  supply  of  mort¬ 
gage  money  would  be  available  and  would 
insure  that  more  prospective  homebuy- 
ers — including  those  who  can  afford  to 
make  only  a  modest  down  payment — 
would  be  able  to  purchase  the  homes  they 
need.  The  following  example  illustrates 
these  relationships;  for  the  purposes  of 
simplification,  the  example  assumes  that 
the  association  uses  all  its  available  funds 
to  make  home  mortgage  loans.  If  an  asso¬ 
ciation’s  average  cost  of  money  paid  to 
savers  increases  from  6  percent  to  6.25 
percent,  its  average  mortgage  portfolio 
interest  income  must  increase  from  7  per¬ 
cent  to  7.25  percent  in  order  to  maintain 
the  income  necessary  to  operate  the  asso¬ 
ciation.  However,  in  order  to  increase  its 
average  portfolio  yield  from  7  percent  to 
7.25  percent,  an  association  whose  mort¬ 
gage  portfolio  consists  solely  of  fixed- 
rate  loans  will  have  to  increase  the  inter¬ 
est  rate  it  charges  on  new  mortgage  loans 
to  approximately  9.50  percent.  This  is 
due  to  the  fact  that  only  approximately 
10  percent  of  the  average  mortgage  port¬ 
folio  is  repaid  in  a  given  year.  To  increase 
the  entire  portfolio  yield  by  0.25  percent, 
this  small  portion  of  the  portfolio  must 
be  replaced  with  loans  of  substantially 
higher  yields. 

While  the  Board  believes  that  allow¬ 
ing  savings  and  loan  associations  to  ad¬ 
just  mortgage  interest  rates  can  moder¬ 
ate  the  effects  of  inflation  in  the  hous¬ 
ing  sector,  the  Board  emphasizes  that 
adjustable  interest  rates  do  not  oper¬ 
ate  on  the  root  causes  of  inflation. 
Rather,  adjustable  interest  rates  are  de¬ 
signed  to  help  assure  a  continuing  sup¬ 
ply  of  mortgage  money  at  fair  prices. 

With  respect  to  the  specifics  of  the 
regulatory  proposal,  Part  541  would  be 
amended  by  revising  the  definitions  of 
“installment  loan”  and  “partially- 
amortized  monthly  installment  loan”  in 
99  541.14(a)  and  541.14(b)  to  provide 
that  interest  rates  on  such  loans  could 
not  be  changed  except  in  accordance 
with  proposed  §  545.6-2.  The  definition  of 
“flexible  payment  loan”  in  §  541.14(c) 
would  be  amended:  (1)  By  revising  para¬ 
graph  (c)  (4)  thereof,  (2)  by  redesignat¬ 
ing  present  paragraphs  (c)  (5)  and  (c)  (6) 
as  (c)  (6)  and  (c)  (7),  and  (3)  by  adding 
a  new  paragraph  (c)  (5)  thereto.  Section 
541.14(c)  (3)  permits  the  payments  on  a 


flexible  payment  loan  to  be  as  little  as 
interest-only  during  an  “Initial  period” 
of  such  loan — not  to  exceed  five  years — 
and  requires  that  the  interest  rate  re¬ 
main  constant  during  such  period.  Sec¬ 
tion  541.14(c)(4)  requires  the  amount 
of  the  first  payment  after  the  end  of  such 
“initial  period”  to  be  fixed  at  the  be¬ 
ginning  of  the  loan  term  and  provides 
that  no  payment  thereafter  may  exceed 
such  payment.  Said  $  541.14(c)  (4) 
would  be  revised  to  except  interest  rate 
adjustments  in  accordance  with  §  545.6- 
2  from  this  requirement.  New  §  541.14 
(c)(5)  would  provide  that  the  interest 
rate  on  a  flexible  payment  loan  could 
not  be  changed  after  the  “initial  period” 
of  such  loan  except  in  accordance  with 
§  545.6-2. 

Part  545  would  be  amended  by  com¬ 
pletely  revising  §  545.6-2  thereof — to  be 
recaptioned  Interest  rate  adjustments. 
Presently,  said  9  545.6-2  sets  forth  the 
lending  powers  of  Federal  associations 
having  Charter  E.  Since  Charter  E  is  no 
longer  in  use  by  any  Federal  association, 
these  provisions  are  obsolete. 

Revised  §545.6-2(a),  captioned  Defi¬ 
nitions,  defines  four  terms  which  are 
used  throughout  the  remainder  of  said 
9  545.6-2.  These  definitions  will  be  dis¬ 
cussed  as  they  occur. 

Section  545.6-2  (b),  captioned  Gen¬ 
eral,  authorizes  Federal  associations  to 
make  loans  secured  by  improved  real 
estate  having  Interest  dates  which  are 
subject  to  adjustment  if  such  adjust¬ 
ments  are  in  accordance  with  §  545.6-2, 
but  prohibits  Federal  associations  from 
making  such  loans  if  the  interest  rates 
thereon  are  subject  to  adjustment  on  any 
other  terms.  Section  545.6-2  (b)  makes 
clear  that  interest  rate  adjustments  in 
accordance  with  9  545.6-2  may  be  used 
in  connection  with  any  loan  repayment 
plan  authorized  by  Part  545.  Section 
546.6-2 (b)  also  provides  that  loans  se¬ 
cured  by  any  type  of  improved  real  estate 
(generally  homes,  multi-family  dwell¬ 
ings,  and  commercial  property)  having 
interest  rates  subject  to  adjustment  must 
be  in  accordance  with  applicable  usury 
laws,  if  any. 

Section  545.6-2(c),  captioned  Restric¬ 
tions  relating  to  single-family  dwelling 
loans,  provides  that  all  monthly  install¬ 
ment  loans  secured  by  single-family 
dwellings  occupied  or  to  be  occupied  by 
the  borrower  having  interest  rates  sub¬ 
ject  to  adjustment  must  be  in  accordance 
with  eight  groups  of  restrictions  in  addi¬ 
tion  to  the  one  sb-forth  in  9  545.6-2  (b). 
First,  such  adjustments  may  be  made 
only  in  accordance  with  changes  in  a 
Board-approved  index.  The  index  to  be 
used  in  connection  with  a  particular  loan 
must  be  selected  when  such  loan  is  made 
and  may  not  be  changed  during  the  loan 
term,  unless  a  substitution  is  approved 
by  the  Board  if  an  index  ceases  to  be 
publicly  available. 

In  order  to  gain  Board  approval,  the 
index  must  meet  the  standards  set  forth 
in  §  545.6-2(c)  (2)  (i) .  That  is,  the  index 
must  be  one  which:  (1)  Has  proven  re¬ 
liability  in  moving  with  market  interest 
rates,  (2)  is  beyond  the  influence  of  the 
Federal  association  using  it,  and  (3)  can 
be  explained  in  clear  and  simple  terms 


to  borrowers  with  the  aid  of  publicly 
available  information.  The  Board  would 
publish  the  titles  of  approved  indices  in 
the  Federal  Register  and  would  make 
other  efforts  to  make  the  approved  in¬ 
dices  publicly  available. 

Second,  as  the  index  rate  goes  down, 
interest  rate  decreases  on  such  a  loan 
would  be  mandatory  because  of  the  oper¬ 
ation  of  9  545.6-2 (c)  (2)  (vii)  and  an  as¬ 
sociation  could  make  additional  de¬ 
creases  if  it  wished  to  do  so.  However, 
an  association  would  not  be  required  to 
decrease  the  contract  rate  more  rapidly 
than  an  average  rate  of  0.50  percent 
every  six  months.  No  maximum  decrease 
Would  be  established. 

The  association  would  have  the  option 
of  implementing  any  interest  rate  in¬ 
crease  permitted  by  9  545.6-2.  Further, 
the  interest  rate  on  such  a  loan  could 
not  be  Increased  by  more  than  an  aver¬ 
age  rate  of  0.50  percent  every  six  months 
and  the  association  would  have  to  estab¬ 
lish  a  maximum  interest  rate  for  such 
loan  at  the  beginning  of  the  loan  term. 
Such  maximum  could  not  be  more  than 
2.50  percent  above  the  initial  contract 
rate  on  the  loan.  An  association  would 
not  be  required  to  make  a  permissible 
increase  at  the  first  time  it  became  avail¬ 
able.  If  it  desired  to  do  so,  an  associa¬ 
tion  could  choose  not  to  take  advantage 
of  a  particular  permitted  increase  and 
could  “save  it”  for  use  at  another  oppor¬ 
tunity.  A  “saved”  increase  could  be  ac¬ 
cumulated  with  subsequently  available 
permitted  increases  (minus  any  subse¬ 
quently  required  decreases) . 

Third,  in  order  to  simplify  the  opera¬ 
tion  of  the  interest  rate  adjustment 
feature  of  such  loans  and  to  eliminate 
minimal  increases  and  decreases,  9  545  - 
6-2(c)  (2)  (vii)  provides  that  the  contract 
Interest  rate  on  such  a  loan  could  be 
changed  only  in  increments  of  0.25  per¬ 
cent  and  without  upward  rounding.  In 
order  to  effect  an  increase  or  decrease  of 
0.25  percent  or  any  multiple  thereof,  the 
index  rate  must  have  changed  by  the 
full  amount  of  the  increase  or  decrease. 
For  example,  an  index  increase  of  0.38 
percent  may  not  be  “rounded  off”  to  0.50 
percent;  a  change  to  0.25  percent  is  the 
most  that  could  be  made. 

Fourth,  an  interest  rate  adjustment  on 
such  a  loan  could  be  effected  by  an  ad¬ 
justment  of  the  loan  term  (so  as  to  keep 
the  loan  payments  the  same) ,  an  adjust¬ 
ment  of  the  loan  payments,  or  a  com¬ 
bination  thereof.  However,  the  loan  term 
could  not  be  shortened  to  less  than  the 
original  loan  term  without  the  borrower’s 
consent.  This  requirement  ensures  that 
the  holder  of  the  note  will  not  auto¬ 
matically  implement  all  required  de¬ 
creases  by  decreasing  the  loan  term  while 
implementing  all  permissible  interest 
rate  increases  by  increasing  the  amount 
of  the  monthly  payments.  Under  9  545.- 
6-2  (c)  the  term  of  such  a  loan  made  pur¬ 
suant  to  9  545.6-1  (a)  (1)  (monthly  in¬ 
stallment  loans  on  homes  and  combina¬ 
tions  of  home  and  business  property), 
9  545.6-1  (a)  (4)  (monthly  Installment 
loans  on  single-family  dwellings  in  excess 
of  80  percent  of  value)  or  9  545.6-1  (a)  (5) 
(monthly  Installment  loans  on  single¬ 
family  dwellings  in  excess  of  90  percent 
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of  value)  could  be  extended  to  not  more 
than  35  years  for  the  purpose  of  effecting 
adjustments  in  the  Interest  rate  of  such 
loan. 

Fifth,  the  contract  rate  on  such  a 
loan  would  be  subject  to  change  only 
at  the  beginning  of  an  “adjustment 
period”  and  could  not  be  changed  again 
until  the  beginning  of  the  next  adjust¬ 
ment  period.  The  term  “adjustment  pe¬ 
riod”  is  defined  in  §  545.6-2(a)  (1).  Ad¬ 
justment  periods  could  be  of  any  length 
agreed  to  by  the  borrower  and  the  as¬ 
sociation,  except  that  they  would  have 
to  be  at  least  6  months  and  would  have 
to  be  of  equal  length.  (The  first  adjust¬ 
ment  period  could  be  a  different  length 
so  that,  for  example,  the  association 
could  arrange  to  have  the  beginning  of 
the  adjustment  periods  for  all  of  its  loans 
having  adjustable  interest  rates  fall  In 
a  certain  month.  For  example,  for  a 
loan  closed  on  December  27,  1976,  the 
borrower  and  the  lender  could  agree  that 
the  first  adjustment  period  would  last 
until  June  30,  1978,  with  all  subsequent 
adjustment  periods  being  2  years.) 

The  initial  contract  rate  and  the  initial 
index  rate  on  such  a  loan  would  always 
have  a  particular  relationship  to  one 
another — for  example,  the  “initial  con¬ 
tract  rate”  (defined  in  §  545.6-2 (a)  (2)  as 
the  contract  interest  rate  for  the  first 
loan  payment  after  the  closing  of  the 
loan)  may  be  0.75  percent  higher  than 
the  “initial  index  rate”  (defined  in 
§  545.6-2(a)  (3)  as  the  most  recent  index 
interest  rate  published  at  least  15  cal¬ 
endar  days  before  the  closing  of  the 
loan) .  This  relationship  would  involve  a 
quantitative  and  a  qualitative  aspect.  In 
the  above  example,  the  initial  contract 
rate  is  0.75  percent  different  from  the 
initial  index  rate  (quantitative)  and  is 
higher  than  the  initial  index  rate  (quali¬ 
tative)  .  Section  545.6-2(c)  (2)  (vii)  would 
require  that  this  same  relationship  be 
maintained  with  respect  to  an  “adjust¬ 
ment  period  contract  rate”  (defined  in 
S  545.6-2(a)  (4)  as  the  contract  interest 
rate  for  all  loan  payments  due  during  an 
adjustment  period)  and  the  index  rate 
for  such  adjustment  period,  subject  to 
three  qualifications  which  will  be  dis¬ 
cussed  later  in  this  preamble. 

The  example  set  forth  in  the  previous 
paragraph  described  the  type  of  qualita¬ 
tive  relationship  between  the  initial  con¬ 
tract  rate  and  the  initial  index  rate;  i.e., 
that  the  initial  contract  rate  was  higher 
than  the  initial  index  rate.  Two  other 
qualitative  relationships  between  these 
two  rates  are  also  possible;  viz.,  the  ini¬ 
tial  contract  rate  can  be  less  than  the 
.initial  index  rate  or  it  can  equal  the 
initial  index  rate.  The  following  three 
examples  will  illustrate  the  operation  of 
these  three  types  of  qualitative  relation¬ 
ships  between  the  initial  contract  and 
index  rates. 

If  the  Initial  contract  rate  on  such  a 
loan  is  higher  than  the  initial  index  rate, 
then  the  difference  between  such  rates 
could  not  be  exceeded  by  the  difference 
between  an  adjustment  period  contract 
rate  and  the  index  rate  for  such  adjust¬ 
ment  period.  For  example.  If  the  initial 
contract  rate  Is  8.50  percent  and  the  ini¬ 


tial  index  rate  is  8  percent,  then  an  ad¬ 
justment  period  contract  rate  could  not 
be  more  than  0.50  percent  above  the 
index  rate  for  that  adjustment  period. 

If  the  initial  contract  rate  on  such  a 
loan  is  lower  than  the  initial  index  rate, 
then  an  adjustment  period  contract  rate 
would  have  to  be  less  than  the  index  rate 
for  that  adjustment  period  apd  the  dif¬ 
ference  between  such  adjustment  per¬ 
iod  contract  rate  and  the  index  rate  for 
such  adjustment  period  could  not  be  less 
than  the  difference  between  the  initial 
contract  rate  and  the  initial  index  rate. 
For  example,  if  the  Initial  contract  rate 
is  8.50  percent  and  the  initial  index  rate 
is  9  percent,  then  an  adjustment  period 
contract  rate  would  have  to  be  at  least 
0.50  percent  below  the  index  rate  for  that 
adjustment  period. 

If  the  initial  contract  rate  equals  the 
Initial  index  rate,  then  an  adjustment 
period  contract  rate  could  not  exceed  the 
index  rate  for  that  adjustment  period. 
For  example,  if  the  initial  contract  and 
initial  index  rates  are  both  8.50  percent, 
then  the  adjustment  period  contract 
rate  would  have  to  be  equal  to  or  less 
than  the  index  rate  for  that  adjust¬ 
ment  period. 

Earlier  in  this  preamble,  it  was  men¬ 
tioned  that  whatever  relationship  exists 
between  the  initial  contract  and  index 
rates  would  have  to  be  maintained  sub¬ 
ject  to  three  qualifications.  First,  con¬ 
tract  interest  rate  adjustments  could 
only  be  made  in  integral  multiples  of 
0.25  percent.  Second,  an  association 
making  such  a  loan  would  not  have  to 
Implement  all  permissible  contract  rate 
Increases.  Third,  an  association  would 
be  permitted  to  decrease  the  contract 
interest  rate  more  than  would  be 
required. 

If  the  contract  interest  rate  for  an  ad¬ 
justment  period  is  to  be  changed  from 
the  rate  for  the  preceding  adjustment 
period,  this  change  would  have  to  be 
made  during  the  first  month  of  such  ad¬ 
justment  period  and  would  have  to  be  in 
accordance  with  paragraph  (c)  (2)  (vii) . 
Whether  an  increase  in  the  contract  in¬ 
terest  rate  would  be  permitted  or  a  de¬ 
crease  required  for  an  adjustment  period 
would  be  determined  as  follows.  First, 
the  association  would  have  to  determine 
which  of  the  three  qualitative  relation¬ 
ships  described  above  fits  the  particular 
loan;  i.e.,  whether  the  initial  contract 
rate  is  higher  than,  less  than,  or  equal 
to  the  initial  index  rate.  Second,  the  asso¬ 
ciation  must  determine  the  difference  be¬ 
tween  the  initial  contract  rate  and  the 
initial  index  rate.  For  example,  if  the  ini¬ 
tial  contract  rate  was  8.75  percent  and 
the  initial  index  rate  was  7.75  percent, 
the  difference  would  be  1  percent.  Third, 
the  association  must  look  at  the  index 
rate  for  the  upcoming  adjustment  pe¬ 
riod;  i.e.,  the  latest  interest  rate  which 
was  published  at  least  60  calendar  days 
before  the  beginning  of  such  adjustment 
period.  (Using  an  index  rate  which  is  at 
least  60  days  old  means  the  association 
will  have  at  least  15  calendar  days  dur¬ 
ing  which  to  prepare  and  mail  notices  45 
calendar  days  early  in  the  event  that  the 
association  is  increasing  the  contract 


Interest  rate.)  Continuing  with  the  ex¬ 
ample,  suppose  the  index  rate  for  the  up¬ 
coming  adjustment  period  is  8  percent. 
The  question  then  becomes:  to  what 
rate  may  the  contract  rate  be  increased 
so  that  the  difference  between  such  con¬ 
tract  rate  and  the  index  rate  for  the  ad¬ 
justment  period  does  not  exceed  the  dif¬ 
ference  between  the  initial  contract  rate 
and  the  initial  index  rate.  In  terms  of  the 
example,  the  question  is  to  what  rate 
may  the  contract  rate  for  the  upcoming 
adjustment  period  be  increased  if  the 
index  rate  for  that  period  is  8  percent 
and  if  the  contract  rate  cannot  be  more 
than  1  percent  higher  than  index  rate. 
In  this  example,  the  contract  rate  for 
the  upcoming  adjustment  period  could  be 
increased  to  9  percent.  The  last  step  is 
to  check  to  see  whether  a  contract  rate 
increase  to  9  percent  would  violate  the 
rules  requiring  no  more  than  an  average 
increase  of  0.50  percent  every  six  months 
and  no  more  than  a  2.50  percent  increase 
overall. 

Returning  to  the  description  of  the 
eight  groups  of  restrictions  on  borrower - 
occupied  single-family  dwelling  loans 
having  interest  rates  which  are  subject 
to  adjustment,  the  sixth  such  restriction 
is  that  the  association  would  have  to  per¬ 
mit  such  loan  to  be  prepaid  (in  whole  or 
in  part)  without  penalty  whenever  the 
contract  interest  rate  exceeds  the  initial 
contract  rate.  This  provision  would  per¬ 
mit  the  association  to  impose  a  prepay¬ 
ment  penalty  (subject  to  the  limitations 
of  §  545.6-12)  in  the  event  that  the  bor¬ 
rower  prepaid  at  a  time  when  the  con¬ 
tract  rate  had  been  decreased  below  the 
initial  contract  rate. 

Seventh,  the  association  would  have 
to  notify  the  person  or  persons  liable 
under  the  loan  of  any  interest  rate  in¬ 
crease  at  least  45  calendar  days  before 
the  effective  date  of  such  -increase.  An 
increase  could  not  be  made  unless  the 
45  calendar  day  notice  is  properly  given. 
The  notice  which  is  given  would  have  to 
specify  the  amount  of  the  interest  rate 
adjustment,  the  effect  of  such  adjustment 
on  the  loan  payments  and/or  the  loan 
term,  the  effective  date  of  the  adjust¬ 
ment,  and  must  state  that  the  loan  may 
be  prepaid  without  penalty  whenever  the 
contract  rate  exceeds  the  initial  contract 
rate.  Such  notice  would  be  deemed  to 
have  been  given  when  it  was  deposited 
in  the  United  States  mail,  postage  pre¬ 
paid,  addressed  to  the  owner  of  the  prop¬ 
erty  described  in  the  note  or  other  in¬ 
strument  evidencing  the  loan  and  to  any 
other  person  liable  on  the  loan  as  such 
persons’  names  and  addresses  appear  in 
the  records  of  the  holder  of  such  instru¬ 
ment. 

Eighth,  a  Federal  association  making 
such  a  loan  would,  of  course,  have  to 
comply  with  12  CFR  226.810,  Disclos¬ 
ures — variable  interest  rates,  in  addi¬ 
tion  to  the  other  disclosure  require¬ 
ments  set  forth  in  the  Federal  Reserve 
Board’s  Truth  in  Lending  regulations 
(12  CFR  Part  226).  In  addition,  the  as¬ 
sociation  would  have  to  make  two  other 
types  of  disclosure  to  the  borrower — 
one  type  at  commitment  and  the  other 
at  least  12  calendar  days  before  closing 
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In  the  event  that  the  Initial  contract  rate 
had  not  been  determined  at  the  time  of 
commitment.  The  requirement  as  to  the 
time  of  the  pre-closing  disclosure  is  in¬ 
tended  to  be  consistent  with  the  require¬ 
ments  of  section  6  of  the  Beal  Estate 
Settlement  Procedures  Act  of  1974  (Pub. 

L.  93-533;  December  22,  1974)  as  to -ad¬ 
vance  disclosure  of  loan  settlement 
charges. 

The  association  would  be  required  to 
Inform  the  borrower  at  the  time  of  com¬ 
mitment  :  (l)  The  index  with  respect 
to  which  the  contract  rate  could  be  ad¬ 
justed,  (2)  that  the  contract  rate  can¬ 
not  be  increased  at  a  rate  greater  than 
0.50  percent  every  six  months,  (3)  that 
the  contract  rate  cannot  be  increased 
more  than  2.50  percent  above  the  initial 
contract  rate,  (4)  the  manner  in  which 
an  adjustment  in  the  contract  rate  may 
be  effected,  (5)  the  length  of  the  ad¬ 
justment  periods  of  such  loan,  (6)  the 
initial  and  maximum  loan  terms,  (7) 
that  at  least  45  calendar  days  notice  of 
any  contract  interest  rate  increase  must 
be  given,  (8)  that  the  loan  may  be  pre¬ 
paid  without  penalty  whenever  the  con¬ 
tract  rate  exceeds  the  initial  contract 
rate,  (9)  the  initial  and  maximum  con¬ 
tract  rates,  and  (10)  the  initial  and 
maximum  total  monthly  payments  of 
principal  and  interest. 

Disclosures  (9)  and  (10)  must  be  based 
upon  the  actual  Initial  contract  rate  if 
that  has  been  determined  at  the  time  of 
commitment.  If  it  has  not  been  deter¬ 
mined,  then  disclosures  (9)  and  (10) 
may  be  based  upon  an  initial  contract 
rate  assumed  for  the  purpose  of  making 
the  required  computations,  and  disclo¬ 
sures  (9)  and  10)  would  have  to  be  made 
again  at  least  12  calendar  days  before 
closing  using  the  actual  initial  contract 
rate.  This  disclosure  is  intended  to  pro¬ 
vide  the  borrower  with  a  general  under¬ 
standing  of  the  operation  of  Interest  rate 
adjustments. 

The  two-part  disclosure  requirement 
described  above  generally  assumes  that  a 
loan  commitment  occurs  at  least  12  cal¬ 
endar  days  prior  to  the  loan  closing. 
However,  the  Board  is  aware  that  in  some 
areas  of  the  country  loan  closings  fre¬ 
quently  occur  less  than  12  calendar  days 
after  commitment.  The  Board  does  not 
want  to  disrupt  this  practice  and  there¬ 
fore  §  545.6-2<c)  (2)  (x)  allows  the  pre¬ 
closing  disclosures  at  commitment  if  dis¬ 
closures  (9)  and  (10)  are  based  upon  the 
actual  initial  Index  rate. 

In  addition  to  these  two  types  of  dis¬ 
closure,  the  note  or  other  instrument 
evidencing  such  a  loan  would  have  to  set 
forth  the  information  required  for  pre¬ 
closing  disclosures  including  disclosures 
(9)  and  (10)  based  upon  the  actual  In¬ 
terest  rate.  The  association  would  be  re¬ 
quired  to  furnish  a  copy  of  this  note  or 
other  instrument  to  the  borrower. 

If  the  Board  adopts  the  proposed 
amendments  which  are  set  forth  below, 
the  Board  further  proposes  that  such 
amendments  would  be  effective  with  re¬ 
spect  to  all  loans  closed  by  Federal  as¬ 
sociations  after  the  effective  date  of 
such  amendments.  Including  loans  re¬ 
sulting  from  commitments  made  before 


such  effective  date.  If  adopted,  the  pro¬ 
of  such  initial  period  of  the  loan  term 
posed  amendments  would  not  alter  the 
terms  of  any  mortgage  contract  in  ef¬ 
fect  before  the  effective  date  of  such 
amendments. 

Interested  persons  are  invited  to  sub¬ 
mit  written  data,  views  and  arguments 
to  the  Office  of  the  Secretary,  Federal 
Home  Loan  Bank  Board,  320  First  Street 
NW,  Washington,  D.C.  20552,  by  May 
15,  1975,  as  to  whether  this  proposal 
should  be  adopted,  rejected  or  modified. 
Written  material  submitted  will  be  avail¬ 
able  for  public  inspection  at  the  above 
address  unless  confidential  treatment  is 
requested  or  the  material  would  not  be 
made  available  to  the  public  or  otherwise 
disclosed  under  S  505.6  of  the  general 
regulations  of  the  Federal  Home  Loan 
Bank  Board  (12  CFR  505.6) . 

1.  Section  541.14  is  amended  by  revising 
paragraphs  (a),  <b),  <c)  (3)  and  (4) , re¬ 
designating  (c)  (5)  and  (c)  (6)  as  (c)  (6) 
and  (c)  (7) ,  and  by  adding  a  new  (c)  (5) 
as  follows: 

§  541.14  Installment  loan ;  partially- 

amortized  monthly  installment  loan; 

flexible  payment  loan. 

(a)  Installment  loan.  The  term  “In¬ 
stallment  loan”  means  any  loan  repayable 
in  regular  periodic  payments  sufficient 
to  retire  the  debt,  interest  and  principal, 
within  the  loan  term.  The  Interest  rate 
on  an  installment  loan  shall  not  be 
changed  except  In  accordance  with 
i  545.6-2  of  this  chapter.  Except  to  the 
extent  permitted  by  said  f  545.6-2  in  con¬ 
nection  with  an  interest  rate  adjustment, 
no  required  payment  after  the  first  pay¬ 
ment  shall  be  more,  but  may  be  less,  than 
any  preceding  payment. 

(b)  Partially -amortized  monthly  in¬ 
stallment  loan.  The  term  “partially- 
amortised  monthly  Installment  loan” 
means  any  loan  which  is  repayable  In 
full  In  a  lump  sum  at  the  end  of  a  loan 
term  of  not  less  than  19  years,  but  which 
requires  partial  amortisation  during  the 
loan  term  by  regular  monthly  payments 
which  Include  both  principal  and  inter¬ 
est,  beginning  within  not  more  than  60 
days  after  disbursement  of  the  loan  pro¬ 
ceeds.  Such  monthly  payments  may  not 
be  fixed  at  less  than  the  amount  of  the 
monthly  payments  which  would  be  re¬ 
quired  to  amortize  an  entire  loan  of  the 
same  amount,  principal  and  interest, 
within  a  36-year  loan  term.  The  Interest 
rate  on  a  partially-amortized  monthly 
installment  loan  shall  not  be  changed  ex¬ 
cept  in  accordance  with  f  545.6-2  of  this 
chapter. 

(c)  Flexible  payment  loan.  The  term 
“flexible  payment  loan”  means  any  loan 
meeting  the  following  requirements: 

•  •  •  •  * 

(3)  Each  required  payment  during  an 
initial  period,  not  to  exceed  five  years.  Is 
not  less  than  one-twelfth  of  the  annual 
interest  rate  times  the  unpaid  principal 
balance  of  the  loan,  and  such  rate  is  not 
increased  during  such  Initial  period  un¬ 
less  pursuant  to  a  subsequently  nego¬ 
tiated  agreement; 

(4)  Except  with  respect  to  a  flexible 
payment  loan  made  In  accordance  with 


S  545.6-2  of  this  chapter,  the  amount  of 
the  first  required  payment  after  the  end 
is  fixed  at  the  beginning  of  (he  loan 
term,  and  no  required  payment  after  the 
end  of  such  Initial  period  shall  be  more, 
but  may  be  less,  than  the  first  required 
payment  after  toe  end  of  such  initial 
period; 

(5)  The  interest  rate  on  a  flexible  pay¬ 
ment  loan  is  not  changed  after  toe  ini¬ 
tial  period  of  such  loan  except  in  accord¬ 
ance  with  { 545.6-2  of  this  chapter; 
and 

•  •  •  «  * 

2.  Section  545.6-2  is  revised  as  follows: 

§  545.6-2  Interest  rate  adjustments. 

(a)  Definitions.  For  toe  purposes  of 
this  section: 

(1)  Adjustment  period.  The  term  “ad¬ 
justment  period”  means  each  period  of 
time  during  a  loan  term  at  the  begin¬ 
ning  of  which  period  an  Interest  rate 
increase  or  decrease  may  be  effected. 
Such  an  adjustment  period  shall  be  at 
least  six  months  in  length  and  all  toe 
adjustment  periods  of  a  loan  shall  be 
consecutive  beginning  with  toe  month 
in  which  toe  first  loan  payment  is  due. 
All  such  adjustment  periods  except  the 
first  shall  be  of  equal  length. 

(2)  Initial  contract  rate.  The  term 
“initial  contract  rate"  means  the  con¬ 
tract  interest  rate  for  the  first  loan 
payment  due  after  toe  closing  of  a  loan. 

(3)  Initial  index  rate.  The  term  “ini¬ 
tial  index  rate”  means  toe  most  recent 
index  interest  rate  for  toe  index  with 
respect  to  which  the  contract  interest 
rate  on  a  loan  may  be  adjusted  which 
was  published  at  least  15  calendar  days 
before  the  closing  of  such  loan  by  toe 
Federal  Home  Loan  Bank  Board  or  by 
an  entity  specified  by  the  Board. 

(4)  Adjustment  period  contract  rate. 
The  term  "adjustment  period  contract 
rate”  means  toe  contract  interest  rate 
for  all  loan  payments  due  during  an 
adj  ustment  period. 

(b)  General.  Federal  associations  may 
make  loans  secured  by  improved  real 
estate  which  have  provisions  permitting 
contract  Interest  rates  which  are  sub¬ 
ject  to  adjustment  if  such  provisions 
are  in  accordance  with  this  section. 
Contract  interest  rate  adjustments  in 
accordance  with  this  section  may  be 
used  in  connection  with  any  loan  re¬ 
payment  plan  authorized  by  this  part. 
Any  adjustment  of  toe  contract  inter¬ 
est  rate  on  a  loan  secured  by  any  type 
of  improved  real  estate  shall  be  in  ac¬ 
cordance  with  applicable  usury  laws, 
if  any. 

(c)  Restrictions  relating  to  single¬ 
family  dwelling  loans.  (1)  General.  Any 
increase  or  decrease  of  the  contract  in¬ 
terest  rate  on  a  monthly  Installment 
loan  secured  by  a  single-family  dwelling 
occupied  or  to  be  occupied  by  the  bor¬ 
rower  shall  also  be  In  accordance  with 
this  paragraph  (c).  The  term  of  any 
such  loan  made  pursuant  to  88  545.6-1 
(a)(1),  (a)(4),  or  (a)(5)  may  be  ex¬ 
tended  to  not  more  than  35  years  for  toe 
purpose  of  effecting  adjustments  in  the 
contract  interest  rate  on  such  loan  In 
accordance  with  this  section. 
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(2)  Restrictions,  (i)  Index.  Any  ad¬ 
justment  of  the  contract  interest  rate 
on  such  a  loan  shall  be  related  to  changes 
in  an  index  which  has  been  approved  In 
writing  by  the  Board.  An  index  will  be 
approved  by  the  Board  only  if  the  Board 
determines  that  such  index:  (A)  has 
proven  reliability  in  moving  with  market 
interest  rates;  (B)  is  beyond  the  influ¬ 
ence  of  a  Federal  association  using  such 
index;  and  (C)  can  be  explained  in  clear 
and  simple  terms  to  borrowers  with  the 
aid  of  publicly  available  information. 

(ii)  Substitution  of  index.  The  note  or 
other  instrument  evidencing  such  a  loan 
shall  provide  that  if  the  index  with  re¬ 
spect  to  which  the  contract  interest  rate 
on  such  loan  may  be  adjusted  ceases  to 
be  publicly  available  as  determined  by 
the  Board,  a  new  index  shall  be  substi¬ 
tuted  with  prior  approval  by  the  Board. 

A  substitute  index  will  be  approved  by 
the  Board  only  if  the  Board  determines 
that  such  index  meets  the  three  criteria 
set  forth  in  paragraph  (c)  (2)  (i)  of  this 
section  and  reflects  market  factors  com¬ 
parable  to  the  index  for  which  it  is  being 
substituted. 

(iii)  Operation  of  index.  An  adjust¬ 
ment  of  the  contract  Interest  rate  on 
such  a  loan  may  be  made  only  with  re¬ 
spect  to  the  first  loan  payment  due  dur¬ 
ing  each  adjustment  period  of  such  loan 
and  shall  be  based  on  the  most  recent  in¬ 
dex  rate  which  is  published  by  the  Fed¬ 
eral  Home  Loan  Bank  Board  or  by  any 
entity  spcified  by  the  Board  at  least  60 
calendar  days  before  the  month  in  which 
such  loan  payment  is  due. 

(iv)  Increases.  Subject  to  the  provi¬ 
sions  of  this  section,  contract  rate  in¬ 
creases  shall  be  at  the  option  of  the  asso¬ 
ciation.  The  contract  Interest  rate  on 
such  a  loan  may  not  be  increased  by  an 
amount:  (A)  Which  would  cause  the  sum 
of  such  increase  and  all  previous  contract 
interest  rate  increases  (minus  all  con¬ 
tract  interest  rate  decreases)  to  exceed 
an  average  rate  of  increase  of  0.50  per¬ 
cent  every  six  months  beginning  with 
the  month  in  which  the  first  payment  on 
such  loan  is  due,  or  (B)  which  would  re¬ 
sult  in  a  contract  interest  rate  more  than 
2.50  percent  greater  than  the  initial  con¬ 
tract  rate. 

(v)  Decreases.  Notwithstanding  the  ex¬ 
tent  to  which  paragraph  (c)  (2)  (vli)  of 
this  section  requires  contract  interest 
rate  on  such  a  loan  need  not  be  decreased 
by  an  amount  which  would  cause  the 
sum  of  such  decrease  and  all  previous 
contract  interest  rate  decreases  (minus 
all  contract  interest  rate  Increases)  to 
exceed  an  average  rate  of  decrease  of  0.50 


percent  every  six  months,  beginning  with 
the  month  in  which  the  first  payment  on 
such  loan  is  due.  The  association  may 
make  contract  interest  rate  decreases  in 
amounts  greater  than  those  required  by 
this  section. 

(vi)  Methods  of  adjustment.  An  ad¬ 
justment  of  the  contract  interest  rate  on 
such  a  loan  may  be  effected  by  an  adjust¬ 
ment  of  the  loan  term,  an  adjustment  of 
the  amount  of  the  loan  payments,  or  a 
combination  thereof.  However,  no  con¬ 
tract  interest  rate  adjustment  shall  be 
effected  by  decreasing  the  loan  term  to 
less  than  the  original  loan  term  unless 
the  borrower,  at  the  time  of  a  particular 
adjustment,  specifically  agrees  that  such 
adjustment  may  be  so  effected. 

(vii)  Relationships  between  contract 
and  index  rates.  The  contract  interest 
rate  on  such  a  loan  shall  be  adjusted  only 
in  integral  multiples  of  0.25  percent  and 
without  upward  rounding.  Subject  to  the 
provisions  contained  in  the  previous  sen¬ 
tence  and  in  paragraphs  (c)  (2)  (iv)  and 
(v)  of  this  section,  the  relationship  be¬ 
tween  an  adjustment  period  contract 
rate  and  the  index  rate  for  such  adjust¬ 
ment  period  shall  be  the  same  as  the 
relationship  between  the  initial  contract 
rate  and  the  initial  index  rate. 

(viii)  Prepayment.  The  association 
shall  permit  such  loan  to  be  prepaid  (in 
whole  or  in  part)  without  penalty  when¬ 
ever  the  contract  interest  rate  exceeds 
the  initial  contract  rate. 

(ix)  Notice.  The  contract  interest  rate 
on  such  a  loan  shall  not  be  increased 
unless  notice  of  such  an  increase  is  given 
at  least  45  calendar  days  before  the  ef¬ 
fective  date  of  such  increase.  Each  such 
notice  shall  specify  the  amount  of  the 
change  in  such  contract  interest  rate,  the 
effect  of  such  change  on  the  loan  pay¬ 
ments  and/or  the  length  of  loan  term, 
the  effective  date  of  such  change,  and 
shall  state  that  such  loan  may  be  pre¬ 
paid  without  penalty  whenever  the  con¬ 
tract  interest  rate  exceeds  the  initial  con¬ 
tract  rate.  Any  such  notice  shall  be 
deemed  to  have  been  given  when  it  is 
deposited  in  the  United  States  mail,  post¬ 
age  prepaid,  addressed  to  the  owner  of 
the  property  who  is  described  in  the  note 
or  other  instrument  evidencing  such  loan 
and  to  any  other  persons  liable  on  such 
loan  (including  any  person  liable  as  a 
result  of  an  assumption  of  such  loan)  as 
such  persons'  names  and  addresses  ap¬ 
pear  in  the  records  of  the  association. 

(x)  Disclosure.  (A)  Disclosure  at  com¬ 
mitment.  A  Federal  association  making 
such  a  loan  shall  disclose  to  the  borrower 
in  writing  at  the  time  of  commitment: 


( I )  The  Index  with  respect  to  which  the 
contract  interest  rate  on  such  loan  may 
be  adjusted;  (2)  that  the  contract  in¬ 
terest  rate  cannot  be  increased  at  an 
average  rate  greater  than  0.50  percent 
every  six  months,  beginning  with  the 
month  in  which  the  first  loan  payment  is 
due;  (3)  that  the  contract  interest  rate 
cannot  be  increased  more  than  2.50  per- 
cen  above  the  initial  contract  rate;  (4) 
the  manner  in  which  any  adjustment  in 
the  contract  interest  rate  may  be  ef- 
fcted;  (5)  the  length  of  the  adjustment 
periods  of  such  loan;  (6)  the  Initial  and 
maximum  loan  terms;  (7)  that  at  least 
45  calendar  days  notice  of  any  contract 
interest  rate  increase  must  be  given; 
(8)  that  such  loan  may  be  prpaid  with¬ 
out  penalty  whenever  the  contract  in¬ 
terest  rate  exceeds  the  initial  contract 
rate;  (9)  the  initial  and  maximum  con¬ 
tract  interest  rates  on  such  loan;  and 
(10)  the  initial  and  maximum  total 
monthly  payment  of  principal  and  in¬ 
terest.  The  disclosures  required  by  para¬ 
graphs  (c)  (2)  (x)  (A)  (9)  and  (10)  of  this 
section  shall  be  based  upon  the  actual 
initial  contract  rate  if  such  rate  has  been 
determined  at  the  time  of  commitment. 
If  the  actual  initial  contract  rate  has 
not  been  determined,  then  the  disclosures 
required  by  such  paragraphs  shall  be 
based  upon  an  initial  contract  rate  as¬ 
sumed  for  the  purpose  of  making  the 
required  computations. 

(B)  Disclosure  before  closing.  A  Fed¬ 
eral  association  making  such  a  loan 
which  makes  the  disclosures  required  by 
paragraphs  (c)  (2)  (x)  (A)  (9)  and  (10) 
of  this  section  based  upon  an  assumed 
initial  contract  rate  shall  make  these  dis¬ 
closures  to  the  borrower  in  writing  based 
upon  the  actual  initial  contract  rate  at 
least  twelve  calendar  days  before  the 
closing  of  such  loan. 

(C)  Requirements  as  to  notes.  The 
note  or  other  instrument  evidencing  such 
a  loan  shall  set  forth  the  Information 
required  by  paragraphs  (c)  (x)  (A)(1) 
through  (c)  (x)  (A)  (8)  of  this  section  and 
the  information  required  by  paragraphs 
(c)  (x)  (A)  (9)  and  (10)  based  upon  the 
actual  Initial  contract  rate.  A  copy  of 
such  note  or  other  Instrument  shall  be 
provided  to  the  borrower. 

(Sec.  5,  48  Stat.  132,  as  amended;  (12  U.S.C. 
1464) .  Reorg.  Plan  No.  3  of  1947,  12  FR  4981, 
3  CFR,  1943-48  Comp.,  p.  1071) 

By  the  Federal  Home  Loan  Bank 
Board. 

[seal]  Grenville  L.  Millard,  Jr. 

Assistant  Secretary. 
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